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SECRET JIDDA 3226 

E.O. 11652: GDS 

TAGS: ENGR, OPEC, OECD, IR 

SUBJECT: SAUDI LEVEL OF PRODUCTION COULD DETERMINE OIL PRICES 

1. THE TOUGH QUESTIONS THAT SHOULD BE ASKED AMOUZEGAR 
IS WHAT HE IS GOING TO DO IF SAUDI ARABIA DOES DECIDE 
TO GO FOR A 9.4 MILLION BARREL LEVEL OF PRODUCTION IN 
THE SECOND QUARTER. WITH THE OPEC 15 PERCENT CUT 
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HAS THE CAPABILITY OF PRODUCING ENOUGH OIL THAT PRICES OF 
BUY-BACK AND OTHER NON-GULF OIL WILL INVEVITABLY COME DOWN IF SAG 
CHOOSES TO PRODUCE AT FULL CAPACITY FOR THE REMAINDER OF THE 
YEAR. EVEN IF OTHER OIL PRODUCERS SHOULD DECIDE TO FURTHER 
REDUCE THEIR PRODUCTION. SAUDI ARABIA HAS SOME LEEWAY TO 
AFFECT OIL PRICES BY PRODUCTION ALONE. IT IS ALSO INTERESTING 
THAT AMOUZEGAR DID NOT REALLY CHOOSE TO ANSWER THE CHALLENGE 
FROM YAMANI TO REDUCE POSTED PRICES TO $9. IT IS NOT AN 
ANSWER TO SUGGEST YAMANI COULD HAVE CHOSEN SOME OTHER LEVEL 
OF PRICES; ALTERNATIVE FUELS ARE NOT NECESSARILY PRICED 
AT $7 A BARREL. 

2. THE POINT IS, THE CURRENT ARGUMENT BETWEEN IRAN AND 
SAUDI ARABIA IS NOT LIKELY TO BE SETTLED AT QUITO BUT BY 
POLICY CHOICES MADE BY FAISAL AND YAMANI, PARTICULARLY 
LEVEL OF PRODUCTION IN THE SAUDI FIELDS FOR THE REMAINDER 
OF THE YEAR. YAMANI HAS ALREADY CONCEDED THAT PRICES CAN 
PROBABLY NOT BE PERMITTED TO REDUCE THE PRODUCER GOVERNMENT 
TAKE BELOW $7 A BARREL. WHAT HE WISHES TO DO IS REDUCE 
COMPANY PROFITS AND AVERAGE GOVERNMENT TAKE TO THE $7-$8 LEVEL. 
WE SEE A PARALLELISM WITH WHAT IRAN AND SAUDI ARABIA ARE 
PROFESSING TO US THEY WISH. THE QUESTION IS, COULD CONSUMER 
NATIONS NEGOTIATE AT A MINI-SUMMIT A GOVERNMENT-TAKE OF 
$7 AND A COMPANY PROFIT OF NO MORE THAN 50 CENTS-60 CENTS? 

BIRD 
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